REPORT OF THE AUDITOR-GENERAL TO THE WESTERN CAPE PROVINCIAL 
PARLIAMENT AND THE COUNCIL ON THE FINANCIAL STATEMENTS AND 
PERFORMANCE INFORMATION OF MATZIKAMA MUNICIPALITY FOR THE YEAR 
ENDED 30 JUNE 2009 


REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the accompanying financial statements of the Matzikama Municipality 
which comprise the statement of financial position as at 30 June 2009, the statement 
of financial performance, the statement of changes in net assets and the cash flow 
statement for the year then ended and a summary of significant accounting policies 
and other explanatory notes, as set out on pages xx to xx. 

The accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of 
these financial statements in accordance with the Standards of Generally 
Recognised Accounting Practice (Standards of GRAP) and in the manner required 
by the Local Government: Municipal Finance Management Act, 2003 (Act No. 56 of 
2003) (MFMA) and the Division of Revenue Act, 2008 (Act No. 2 of 2008) (DoRA) 
and for such internal control as the accounting officer determines is necessary to 
enable the preparation of financial statements that are free from material 
misstatement, whether due to fraud or error. 

The Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 
read with section 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) (PAA) and 
section 126(3) of the MFMA, my responsibility is to express an opinion on these 
financial statements based on my audit. 

4. I conducted my audit in accordance with the International Standards on Auditing 
read with General Notice 616 of 2008, issued in Government Gazette No. 31057 of 
15 May 2008. Those standards require that I comply with ethical requirements and 
plan and perform the audit to obtain reasonable assurance about whether the 
financial statements are free from material misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts 
and disclosures in the financial statements. The procedures selected depend on the 
auditor’s judgement, including the assessment of the risks of material misstatement 
of the financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity’s 
preparation and fair presentation of the financial statements in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the entity’s internal control. An audit 
also includes evaluating the appropriateness of accounting policies used and the 
reasonableness of accounting estimates made by management, as well as 
evaluating the overall presentation of the financial statements. 



6. Paragraph 11 ef seq. of the Standard of Generally Recognised Accounting Practice, 
GRAP 1 Presentation of Financial Statements requires that financial reporting by 
entities shall provide information on whether resources were obtained and used in 
accordance with the legally adopted budget. As the budget reporting standard is not 
effective for this financial year, I have determined that my audit of any disclosures 
made by the Matzikama Municipality in this respect will be limited to reporting on 
non-compliance with this disclosure requirement. 

7. I believe that the audit evidence I have obtained is sufficient and appropriate to 
provide a basis for my audit opinion. 

Opinion 

8. In my opinion the financial statements present fairly, in all material respects, the 
financial position of Matzikama Municipality as at 30 June 2009 and its financial 
performance and its cash flows for the year then ended, in accordance with 
Standards of GRAP and in the manner required by the MFMA and DoRA. 

Emphasis of matters 

Without qualifying my opinion, I draw attention to the following matters: 

Amendments to the applicable basis of accounting 

9. As set out in accounting policy note 1.1 of the municipality's financial statements, 
the municipality has adopted the transitional provisions as allowed by Directive 4: 
“Transitional Provisions for the Adoption of Standards of GRAP by Medium and Low 
Capacity Municipalities” as issued by the Accounting Standards Board. 

Unauthorised and irregular expenditure 

10. As disclosed in notes 47.1 to the financial statements, unauthorised expenditure to 
the amount of R29 609 892 was incurred, mainly as a result of additional expenditure 
incurred on the GRAP implementation project, road transport projects and housing 
projects. 

11. As disclosed in notes 47.1 to the financial statements, irregular expenditure to the 
amount of R104 424 was incurred, as a result of motor vehicle allowances incorrectly 
paid to employees. 

Restatement of corresponding figures 

12. As disclosed in note 43 to the financial statements, the corresponding figures for 30 
June 2008 have been restated as a result of an error discovered during the year 
ended 30 June 2009 in the financial statements of the municipality at, and for the 
year ended 20 June 2008. 
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Material losses 


13. As disclosed in note 48.8 to the financial statements, the municipality incurred 
electricity distribution losses to the value of R5 581 619, which represents a loss of 
13.6%. 


Other matters 

I draw attention to the following matter that relates to my responsibilities in the audit of 

the financial statements: 

Unaudited supplementary schedules 

14. The supplementary information set out on pages xx to xx does not form part of the 
financial statements and is presented as additional information. I have not audited 
these schedules and accordingly I do not express an opinion thereon. 

Material inconsistencies in other information included in the annual report 

15. I have not obtained the other information included in the annual report and have not 
been able to identify any material inconsistencies with the financial statements. 

Non-compliance with applicable legislation 

16. The municipality did inform the mayor, MEC for local government in the province and 
the Auditor-General of any unauthorised, irregular and wasteful expenditure, as 
required by section 32(4) of the Municipal Finance Management Act, 2003. 

Key governance responsibilities 

17. The MFMA tasks the accounting officer with a number of responsibilities concerning 
financial and risk management and internal control. Fundamental to achieving this is 
the implementation of key governance responsibilities, which I have assessed as 
follows: 


No. 

Matter 

Y 

N 

Clear trail of supporting documentation that is easily available and 
provided in a timely manner 


1. 

No significant difficulties were experienced during the audit 
concerning delays or the availability of requested information. 

■ 


Quality of financial statements and related management information 


2. 

The financial statements were not subject to any material 
amendments resulting from the audit. 

■ 


3. 

The annual report was submitted for consideration prior to the tabling 
of the auditor’s report. 


■ 

Timeliness of financial statements and management information 


4. 

The annual financial statements were submitted for auditing as per 
the legislated deadlines section 126 of the MFMA. 

■ 
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No. 

Matter 

Y 

N 

Availability of key officials during audit 


5. 

Key officials were available throughout the audit process. 

■ 

Development and compliance with risk management, effective internal 
control and governance practices 


6. 

Audit committee 




The municipality had an audit committee in operation throughout the 
financial year. 

■ 



The audit committee operates in accordance with approved, written 
terms of reference. 

■ 



The audit committee substantially fulfilled its responsibilities for the 
year, as set out in section 166(2) of the MFMA. 

■ 


7. 

Internal audit 




The municipality had an internal audit function in operation 
throughout the financial year. 

■ 



The internal audit function operates in terms of an approved internal 
audit plan. 

■ 



The internal audit function substantially fulfilled its responsibilities for 
the year, as set out in section 165(2) of the MFMA. 

■ 


8. 

There are no significant deficiencies in the design and 
implementation of internal control in respect of financial and risk 
management. 

■ 


9. 

There are no significant deficiencies in the design and 
implementation of internal control in respect of compliance with 
applicable laws and regulations. 

■ 


10. 

The information systems were appropriate to facilitate the preparation 
of the financial statements. 

■ 


11. 

A risk assessment was conducted on a regular basis and a risk 
management strategy, which includes a fraud prevention plan, is 
documented and used as set out in section 62(l)(c)(i) of the MFMA. 

■ 


12. 

Delegations of responsibility are in place, as set out in section 79 of 
the MFMA. 

■ 


Follow-up of audit findings 


13. 

The prior year audit findings have been substantially addressed. 

■ 

14. 

SCOPA resolutions have been substantially implemented. 

Not 

applicable 

Issues relating to the reporting of performance information 


15. 

The information systems were appropriate to facilitate the preparation 
of a performance report that is accurate and complete. 


■ 

16. 

Adequate control processes and procedures are designed and 
implemented to ensure the accuracy and completeness of reported 
performance information. 


■ 

17. 

A strategic plan was prepared and approved for the financial year 
under review for purposes of monitoring the performance in relation 
to the budget and delivery by the municipality against its mandate, 
predetermined objectives, outputs, indicators and targets section 68 

■ 



Comment [Azizh9]: Customize DA 
Done 



No. 

Matter 

Y 

N 


of the MFMA. 



18. 

There is a functioning performance management system and 
performance bonuses are only paid after proper assessment and 
approval by those charged with governance. 

■ 



18. The ongoing development and implementation of the performance management 
system, including the underlying processes and procedures that facilitates the 
preparation of accurate and complete performance information require urgent 
attention by the leadership of the municipality, together with the support of internal 
audit and the audit committee. 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

Report on performance information 

19. I was engaged to review the performance information. 

The accounting officer’s responsibility for the performance information 

20. In terms of section 121(3)(c) of the MFMA, the annual report of a municipality must 
include the annual performance report of the municipality prepared by the 
municipality in terms of section 46 of the Local Government: Municipal Systems Act, 
2000 (Act No. 32 of 2000) (MSA). 

The Auditor-General’s responsibility 

21. I conducted my engagement in accordance with section 13 of the PAA read with 
General Notice 616 of 2008, issued in Government Gazette No. 31057 of 
15 May 2008 [and section 45 of the MSA]. 

22. In terms of the foregoing my engagement included performing procedures of a 
review nature to obtain sufficient appropriate evidence about the performance 
information and related systems, processes and procedures. The procedures 
selected depend on the auditor’s judgement. 

23. I believe that the evidence I have obtained is sufficient and appropriate to provide a 
basis for the audit findings reported below. 

Findings on performance information 
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Content of integrated development plan 

24. The integrated development plan of the Matzikama Municipality did not include the 
key performance indicators and performance targets determined in terms of its 
performance management system, as required by sections 26(i) and 41(l)(b) of the 
MSA and regulation 12 of the Municipal Planning and Performance Management 
Regulations, 2001. 

No mid-year budget and performance assessments 



25. The accounting officer of the Matzikama Municipality did not by 25 January of the 
year under review assess the performance of the municipality during the first half of 
the financial year, taking into account the municipality’s service delivery performance 
during the first half of the financial year and the service delivery targets and 
performance indicators set in the service delivery and budget implementation plan, 
as required by section 72 of the MFMA. 

Performance information not received in time 

26. An assessment could not be performed of the reliability of the reported performance 
information, as set out on pages xx to xx of the annual report, since the information 
was not received in time for audit purposes. 


APPRECIATION 

27. The assistance rendered by the staff of the Matzikama Municipality during the audit 
is sincerely appreciated. 


Cape Town 
November 2009 
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AUDITOR-GENERAL 


SOUTH AFRICA 


Auditing to build public confidence 



The Accounting Officer 
Matzikama Municipality 
P.O. Box 98 
Vredendal 
8160 

26 November 2009 


Reference: 05104REG08/09 


Dear Sir 

MANAGEMENT REPORT ON THE REGULARITY AUDIT AND THE AUDIT OF PERFORMANCE 
INFORMATION OF MATZIKAMA MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2009 

INTRODUCTION 

1. This management report is provided to the accounting officer of the Matzikama Municipality in 
connection with our audit of the financial statements and the review of the performance 
information for the year ended 30 June 2009. 

2. The report contains the following main subsections: 

• The Auditor-General’s responsibilities 

• The Accounting officer’s responsibilities 

• Significant findings from our audit of the financial statements 

0 Financial matters 
0 Governance matters 

• Significant findings from our review of the performance information 

• Ratings of the audit findings 

• Summary of detailed audit findings 

3. Annexure A, B, and C contain information on the detailed audit findings. The detailed findings 
were communicated during the course of the audit and include management’s responses 
thereto. 

4. Having formed an opinion on the financial statements we may draw the user’s attention, when 
in our opinion it is necessary to do so, by way of additional communication in the auditor’s 
report to: 


• a matter, although appropriately presented or disclosed in the financial statements, that is 
of such importance that it is fundamental to user’s understanding of the financial 
statements; or 

• as appropriate, any other matter that is relevant to the user’s understanding of the auditor’s 
responsibilities or the auditor’s report. 


These items are normally included under the headings ‘emphasis of matter’ and ‘other matters’ 
respectively in the auditor’s report and include an indication that they do not affect the auditor’s 
opinion. 



THE AUDITOR-GENERAL’S RESPONSIBILITIES 


1. Our responsibility is to express an opinion on the financial statements and to report on findings 
related to our review of performance information. Our engagement letter sets out our 
responsibilities in detail. These include the following: 

• Planning and performing the audit to obtain reasonable assurance about whether the 
financial statements are free from material misstatements, whether caused by fraud or 
error. 

• Performing procedures to obtain audit evidence about the amounts and disclosures in the 
financial statements. The procedures selected depend on our judgement, including the 
assessment of the risks of material misstatement of the financial statements. 

• Considering internal controls relevant to the entity’s preparation and fair presentation of the 
financial statements. 

• Evaluating the appropriateness of accounting policies used and the reasonableness of 
accounting estimates made by management. 

• Evaluating the overall presentation of the financial statements. 

• Expressing an opinion on the financial statements based on the audit in accordance with 
the International Standards on Auditing (ISAs). 

• Evaluating non-compliance with applicable legislation relating to financial matters, financial 
management and other related matters. 

• Evaluating the appropriateness of controls, systems and processes to ensure the accuracy 
and completeness of reported performance information. 

• Reading other information in documents containing the audited financial statements. 

2. Because of the test nature and other inherent limitations of an audit, we do not guarantee the 
completeness and accuracy of the financial statements or performance information, or 
compliance with all applicable legislation. 

THE ACCOUNTING OFFICER’S RESPONSIBILITIES 

3. The accounting officer’s responsibilities are set out in detail in the engagement letter. These 
include the following: 

• The preparation and fair presentation of the financial statements in accordance with the 
applicable reporting framework. 

• Designing, implementing and maintaining internal controls relevant to the preparation of the 
financial statements. 

• Selecting and applying appropriate accounting policies, and making accounting estimates 
that are appropriate in the circumstances. 

• Disclosing known instances of non-compliance or suspected non-compliance with laws and 
regulations, of which the effects should be considered when preparing financial statements. 

• Monitoring and reporting on performance against predetermined objectives. 

• Providing access to all information that is relevant to the preparation of the financial 
statements and performance information, such as records, documents and other matters. 

• Disclosing all matters concerning any risk, allegation or instances of fraud. 

• Accounting for and disclosing related party relationships and transactions. 
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SIGNIFICANT FINDINGS FROM OUR AUDIT OF THE FINANCIAL STATEMENTS 
FINANCIAL MATTERS 


Material misstatements not corrected at the date of this report 

4. No matters to report 

Material misstatements corrected during the audit 

5. No matters to report 

Funding of operations/Financial sustainability/Going concern (interim and final) 

6. No matters to report 

Qualitative aspects of accounting practices 

7. Amendments to the applicable basis of accounting 

The municipality obtained exemptions issued by the Accounting Standards Board from the 
basis of accounting applicable to medium and low capacity municipalities on 30 June 2009, 
which granted the municipality exemptions in terms of Directive 4: “Transitional Provisions for 
the Adoption of Standards of GRAP by Medium and Low Capacity Municipalities” for the 
following GRAP Standards: 

GRAP 12 - Inventories 

GRAP 16 - Investment Properties 

GRAP 17 - Property, Plant and Equipment 

GRAP 19 - Provisions, Contingent Liabilities and Contingent Assets 
GRAP 102 - Intangible Assets. 

The municipality must be fully compliant with the above GRAP Standards by 30 June 2010. 

The above matter will be reported under an emphasis of matter paragraph in the audit report. 

Material losses/impairments 

8. During the audit it was found that the distribution loss for electricity for the year is 13,6%. 
Electricity distribution losses are monitored monthly, but there is no indication what action is 
taken to control the loss of electricity. 

The above matter will be reported under an emphasis of matter paragraph in the audit report. 


Unauthorised and irregular expenditure 

9. As disclosed in note 44.1 to the financial statements, unauthorised expenditure totalling 
R29 499 470 was incurred as a result of over-expenditure on the approved budget. 

10. Note 44.3 to the financial statements also disclose irregular expenses incurred amounting to 
R104 424. 


The above matters will be reported under an emphasis of matter paragraph in the audit report. 


Budgetary control 

11. No matters to report 


3 



Accounting discipline 

12. No matters to report 

Financial indicators/ratios 

13. The following are key financial ratios/indicators at the Matzikama Municipality. The indicators 
are not in line with the expected norms for this type of entity. We recommend that management 
implement stringent controls to normalise them to ensure the continued effective operation of 
the Matzikama Municipality. 

- Debt collection/ageing ratio: 106 days (2008: 95 days) 

Significant uncertainties 

14. No matters to report 

Financial reporting systems 

15. No matters to report 

Material inconsistencies in other information included in the annual report 

16. No draft annual report for 2008/2009 of Matzikama Municipality was received during the audit 
and has not been able to identify any material inconsistencies with the financial statements. 

The above matter will be reported under an emphasis of matter paragraph in the audit report. 

Revision of the previously issued financial statements 

17. No matters to report 

Accounting reforms 

18. No matters to report 

GOVERNANCE MATTERS 

Internal audit 

19. No matters to report 

Audit committee 

20. No matters to report 

Management of risk 

21. No matters to report 

Prior year observations and recommendations addressed 

22. No matters to report 

Unavailability of key personnel 

23. No matters to report 

Adequacy and competence of financial reporting personnel 
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24. No matters to report 


Unavailability of expected information 

25. No matters to report 

Late submission of financial statements 

26. No matters to report 

Related parties 

27. No matters to report 

Performance rewards 

28. No matters to report 

Non-compliance with applicable legislation 

29. The municipality did inform the mayor, MEC for local government in the province and the 
Auditor-General of any unauthorised, irregular and wasteful expenditure, as required by section 
32(4) of the Municipal Finance Management Act, 2003. 

30. The municipality does not have a Part B in their property register, as required by section 23(3) 
of the Local Government Municipal Property Rates Act (Act No. 6 of 2004). The act states that 
Part B of the register must specify which properties on the valuation roll or any supplementary 
valuation rolls are subject to an exemption from the rate, rebate on or a reduction in the rate, 
phasing-in of rates or an exclusion, as determined by the act. 

SCOPA / Oversight resolutions 

31. No matters to report 

Key governance responsibilities 

32. The MFMA tasks the accounting officer with a number of responsibilities concerning financial 
and risk management and internal control. Many of these have been addressed in detail above. 
The table below reflects how certain of the financial and governance matters as well as other 
matters included under the reporting on performance information below, will be reported in the 
auditor’s report. 


No. 

Matter 

Y 

N 

Clear trail of supporting documentation that is easily available and provided in a 
timely manner 


1. 

No significant difficulties were experienced during the audit concerning delays or 
the availability of requested information. 

■ 


Quality of financial statements and related management information 


2. 

The financial statements were not subject to any material amendments resulting 
from the audit. 

■ 


3. 

The annual report was submitted for consideration prior to the tabling of the 
auditor’s report. 


■ 
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No. 

Matter 

Y 

N 

Timeliness of financial statements and management information 


4. 

The annual financial statements were submitted for auditing as per the legislated 
deadlines section 126 of the MFMA. 

■ 


Availability of key officials during audit 


5. 

Key officials were available throughout the audit process. 

■ 


Development and compliance with risk management, effective internal control 
and governance practices 


6. 

Audit committee 




The municipality had an audit committee in operation throughout the financial 
year. 

■ 



The audit committee operates in accordance with approved, written terms of 
reference. 

■ 



The audit committee substantially fulfilled its responsibilities for the year, as set 
out in section 166(2) of the MFMA. 

■ 


7. 

Internal audit 




The municipality had an internal audit function in operation throughout the 
financial year. 

■ 



The internal audit function operates in terms of an approved internal audit plan. 

■ 



The internal audit function substantially fulfilled its responsibilities for the year, 
as set out in section 165(2) of the MFMA. 

■ 


8. 

There are no significant deficiencies in the design and implementation of internal 
control in respect of financial and risk management. 

■ 


9. 

There are no significant deficiencies in the design and implementation of internal 
control in respect of compliance with applicable laws and regulations. 

■ 


10. 

The information systems were appropriate to facilitate the preparation of the 
financial statements. 

■ 


11. 

A risk assessment was conducted on a regular basis and a risk management 
strategy, which includes a fraud prevention plan, is documented and used as set 
out in section 62(l)(c)(i)/95(c)(i) of the MFMA. 

■ 


12. 

Delegations of responsibility are in place, as set out in section 79/106 of the 
MFMA. 

■ 


Follow-up of audit findings 


13. 

The prior year audit findings have been substantially addressed. 

■ 


14. 

SCOPA resolutions have been substantially implemented. 

N/A 

Issues relating to the reporting of performance information 


15. 

The information systems were appropriate to facilitate the preparation of a 


■ 
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No. 

Matter 

Y 

N 


performance report that is accurate and complete. 



16. 

Adequate control processes and procedures are designed and implemented to 
ensure the accuracy and completeness of reported performance information. 


■ 

17. 

A strategic plan was prepared and approved for the financial year under review 
for purposes of monitoring the performance in relation to the budget and delivery 
by the municipality against its mandate, predetermined objectives, outputs, 
indicators and targets section 68/87 of the MFMA. 

■ 


18. 

There is a functioning performance management system and performance 
bonuses are only paid after proper assessment and approval by those charged 
with governance. 

■ 



Achievement of good practice indicators 

33. The following good practices are the drivers of audit results. We have indicated our 
assessment of the municipality’s achievement of these good practices, based on the matters 
included elsewhere in this report. 



Good practice 

Y 

N 

1 

Clear trail of supporting documentation that is easily available and provided 
timeously. 

■ 


2 

Quality of financial statements and related management information. 


■ 

3 

Timeliness of financial statements and management information. 

■ 


4 

Availability of key officials during audits. 

■ 


5 

Development and compliance with risk management and good internal control 
and governance practices. 


■ 

6 

Leadership/supervision and monitoring. 


■ 


34. The ongoing development and implementation of the performance management system, 
including the underlying processes and procedures that facilitate the preparation of accurate 
and complete performance information require urgent attention by the leadership of the 
municipality, together with the support of internal audit and the audit committee. 

SIGNIFICANT FINDINGS FROM OUR REVIEW OF THE PERFORMANCE INFORMATION 

35. The following findings on performance information are reported on: 

• Section 121 of the MFMA states that the annual report must include the annual 
performance report of the municipality in terms of section 46 of the Municipal Systems Act 
(MSA), which states in section 46(l)(c) that the annual report must include a report on the 
audit performed in terms of section 45(b) of the MSA. Section 45(b) of the MSA states that 
the Auditor-General must annually audit the performance information of the municipality. 

• An assessment could not be performed of the reliability of the reported performance 
information, as set out on pages xx to xx of the annual report, since the information was not 
received in time for audit purposes. 

• The integrated development plan of the Matzikama Municipality did not include the key 
performance indicators and performance targets determined in terms of its performance 
management system, as required by sections 26(1) and 41(l)(b) of the MSA and regulation 
12 of the Municipal Planning and Performance Management Regulations, 2001. 
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• The accounting officer of the Matzikama Municipality did not by 25 January of the year 
under review assess the performance of the municipality during the first half of the financial 
year, taking into account the municipality’s service delivery performance during the first half 
of the financial year and the service delivery targets and performance indicators set in the 
service delivery and budget implementation plan, as required by section 72 of the MFMA. 

SIGNIFICANT FINDINGS FROM SPECIFIC FOCUS AREAS 

36. No matters to report 

INFORMATION ON AUDITS CONDUCTED OTHER THAN ON THE FINANCIAL STATEMENTS 

Investigations 

37. No matters to report 

Performance audits 

38. No matters to report 

Special audits 

39. No matters to report 
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RATINGS OF DETAILED AUDIT FINDINGS 


40. For the purposes of this report, the detailed audit findings included in annexure A to C have 
been classified as follows: 

• Matters to be included in the auditor’s report. 

These matters should be addressed as a matter of urgency. 

• Other important matters - deficiencies that could adversely affect the entity's ability to 
initiate record, process and report financial data consistent with the assertions of 
management on the financial statements and in accordance with the applicable basis of 
accounting. Unacceptable risk that errors and irregularities may occur that will not be 
prevented or detected by the internal controls in good time. 

These matters should be addressed within the next 12 months. 

• Administrative matters - non-material non-compliance with applicable legislation, or 
misstatements in the financial statements that are unlikely to affect the decisions of a user 
and do not affect the financial statements as a whole, or opportunities for improvement, or 
other matters of governance interest. 

These matters should be addressed at the discretion of the entity. 

41. Failure to address matters reported in a particular category may result in the matter being rated 
as more significant in the next financial year. 


APPRECIATION 

42. We would like to express our appreciation for the courtesy extended and assistance rendered 
by the staff of the Matzikama Municipality during the audit. 

Yours sincerely 


Leslie Holland 

Operations Leader: Western Cape 


Enquiries: 

Telephone: 

Fax: 

Email: 


Donovan Alexander 
(021) 528 4160 
(021) 528 4201 
DonovanA@agsa.co.za 


Distribution: 

CEO 

CFO 

Audit committee chair 
Head of internal audit 
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SUMMARY OF AUDIT FINDINGS 


Page. no. 

Finding 

Classification 

Control 

Component 

Impact on audit report 

Other 

important 

matters 

Administrative 

matters 

Reported in 
previous years 

In which years 
was it reported 

Qualificati 

on 

Emphasis 
of matter 

Other 

matters 

Other 

reporting 

responsi- 

bilities 

2007/08 

2006/07 

2005/06 

ANNEXURE A 

MATTERS AFFECTING THE AUDIT REPORT 

Compliance with legislation (non-financial) 

14 

Submission of MFMA section 32(4) reports 

Compliance (non- 
financial) 

Monitoring of 
controls 


✓ 





Yes 

✓ 

✓ 

✓ 

Materia 

Losses 

15 

Distribution Losses 

Control 

Monitoring of 
controls 


✓ 





No 




Performance information 

16 

AoPI: Performance review on the 
municipality 

Performance 

information 

Control activities 




✓ 



Yes 

✓ 

✓ 


17 

AoPI: General KPI's 

Performance 

information 

Control activities 




✓ 



Yes 

V 

✓ 


18 

AoPI: Performance report included in 
annual report 

Performance 

information 

Control activities 







Yes 


✓ 


ANNEXURE B 

OTHER IMPORTANT MATTERS 

Property, plant and equipment 

19 

Property register - Part B 

Compliance (non- 
financial) 

Information 
system and 
comm. 





✓ 


No 




20 

Credit control and debt collection policy not 

Compliance (non- 

Control activities 





✓ 


Yes 


✓ 

✓ 
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Page. no. 

Finding 

Classification 

Control 

Component 

Impact on audit report 

Other 

important 

matters 

Administrative 

matters 

Reported in 
previous years 

In which years 
was it reported 

Qualificati 

on 

Emphasis 
of matter 

Other 

matters 

Other 

reporting 

responsi- 

bilities 

2007/08 

2006/07 

2005/06 


promulgated as a by-law. 

financial) 












Employee costs 

21 

Allowances paid for essential motor 
scheme 

Compliance (non- 
financial) 

Information 
system and 
comm. 





■/ 


Yes 

✓ 

✓ 

•/ 

Going concern / Financial sustainability 

23 

Financial sustainability 

Financial 

Monitoring of 
controls 





•/ 


No 




Inventory 

24 

Requisitions are not issued for bulk fuel 
purchases - Ebenhaeser 

Control 

Monitoring of 
controls 





✓ 


No 




25 

Housing Inventory - not all plots were In the 
name of Matzikama Municipality. 

Control 

Control activities 





✓ 


Yes 




Property, plant & equipment 

27 

List of assets not In a working condition 
could not be supplied 

Control 

Information 
system and 
comm. 





✓ 


No 




28 

No monthly reconciliation was perform on 
assets 

Control 

Monitoring of 
controls 





✓ 


No 




29 

Asset count report not inspected by council 

Control 

Monitoring of 
controls 





✓ 


No 
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Page. no. 

Finding 

Classification 

Control 

Component 

Impact on audit report 

Other 

important 

matters 

Administrative 

matters 

Reported in 
previous years 

In which years 
was it reported 

Qualificati 

on 

Emphasis 
of matter 

Other 

matters 

Other 

reporting 

responsi- 

bilities 

2007/08 

2006/07 

2005/06 

Receivables 

30 

Applications for Indigent debtors 

Control 

Control activities 





•/ 


No 




ANNEXURE C 

ADMINISTRATIVE MATTERS 

Cash and cash equivalents 

31 

Internal control tests - Cash and Bank 

Control 

Monitoring of 
controls 






✓ 

No 




Employee costs 

32 

Overtime in excess of 30% of gross 
income 

Financial 

Control 

environment 






✓ 

Yes 

✓ 

✓ 

✓ 

Inventory 

34 

Inventory - valuation and accuracy 

Financial 

Control activities 







No 




Investment property 

37 

Housing inventory included In asset 
register 

Financial 

Monitoring of 
controls 







No 




Payables/accruals 

38 

Creditor reconciliations not performed and 
reviewed 

Control 

Monitoring of 
controls 






✓ 

Yes 

✓ 

✓ 

✓ 
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Page. no. 

Finding 

Classification 

Control 

Component 

Impact on audit report 

Other 

important 

matters 

Administrative 

matters 

Reported in 
previous years 

In which years 
was it reported 

Qualificati 

on 

Emphasis 
of matter 

Other 

matters 

Other 

reporting 

responsi- 

bilities 

2007/08 

2006/07 

2005/06 

Revenue 

39 

Cash received for prepaid electricity sales 
by vendors 

Control 

Control 

environment 







No 




42 

Rent of “byekorf” units 

Control 

Monitoring of 
controls 







Yes 

✓ 

✓ 

✓ 

Taxes 

44 

VAT reasonability test 

Financial 

Monitoring of 
controls 






✓ 

No 




46 

VAT - grants received 

Control 

Control activities 







No 




Other 

47 

Declaration of interest not signed by 
councilors 

Compliance (non- 
financial) 

Monitoring of 
controls 







Yes 

✓ 

✓ 
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ANNEXURE A 


MATTERS AFFECTING THE AUDIT REPORT 
1. Submission of MFMA section 32(4) reports 
Audit finding 

During the audit it was found that the accounting officer did not submit section 32 (4) 
reports required by the MFMA, to the Mayor, MEC for local government in the province and 
Auditor-General for unauthorised, irregular and wasteful expenditure. 

Root cause 

Internal control deficiencies are not identified and communicated in a timely manner to 
those parties responsible for taking corrective action, and to management and the 
accounting officer/authority as appropriate. The accounting officer did not ensure that the 
reports were submitted timeously and completely. 

Risk 

Non-compliance with section 32 of the MFMA. 

Recommendation 

The municipal manager should submit reports regarding the unauthorised, irregular and 
wasteful expenditure to the Mayor, the MEC for local government in the province and 
Auditor-General, as required by the section 32(4) of the MFMA. 

Management Response 

Management agrees with the finding and will implement it. The reports will be submitted to 
council during November 2009. 

Name: LJ Bruwer 
Position: CFO 
Date: 2009/10/28 

Auditor's Response 

Management's response is noted and will be followed up during next year's audit. 
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2 . 


Distribution losses 


Audit finding 

During the audit it was found that the distribution loss for electricity for the year is 13, 6%. 
The audit work indicated that the electricity distribution losses are monitored monthly, but 
there is no indication what action is taken to control the loss of electricity. 

Root cause 

Ongoing monitoring and supervision are not undertaken to enable management to 
determine whether internal control over financial reporting is present and functioning. The 
Technical Services Department did monitor the distribution loss on electricity but did not 
monitor the implementation of sufficient controls to reduce or prevent distribution losses on 
electricity. 

Risk 

The distribution losses indicate a loss of income to the municipality. 

Recommendation 

Management must implement controls to monitor these losses. 

Management Response 

Reports are now distributed monthly to the electrical department to follow-up low or no 
purchases of electricity. A few houses were already find where there were tampered with 
the meters, especially in the Lutzville area where the biggest losses are. 

Name: LJ Bruwer 
Position: CFO 
Date: 2009/11/10 

Auditor's Response 

Management response is noted and will be followed up during next year's audit. 
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3. AoPI: Performance review on the municipality 
Audit finding 

No performance review reports on the municipality were compiled or submitted for the year 
with the Municipal Systems Act (Act No. 32 of 2000). 

Root cause 

General, hardware and application controls have not been designed to ensure the reliability 
of the operating system, the accuracy of the data outputs, and the protection of equipment 
and files. Management implemented a new programme developed by Ignite for the 
quarterly reporting on performance of the municipality in December 2008. The IDP 
Manager did not find resolutions for problems that were encountered with the development 
and installation of the new program and accordingly no reporting for the last six months 
were performed. 

Risk 

Non-compliance with section 46 of the Municipal Systems Act, 2000. 

Recommendation 

Management must ensure that the performance review reports are compiled yearly as 
required by section 46 of the Municipal Systems Act (Act No. 32 of 2000). 

Management Response 

We agree with your finding. Performance Reviews are currently performed en will be 
completed by the end of November 2009. 

Name: LJ Bruwer 
Position: CFO 
Date: 2009/10/28 

Auditor's Response 

Actions taken by management are noted. These actions will be followed up during next 
year's audit. However due the significance of this finding, it will be included under 
a separate paragraph in the audit report. 
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4 . 


AoPI: General KPI's 


Audit finding 

General key performance indicators (KPI's) are not included in the integrated development 
plan (IDP). No targets set for key performance indicators and no policy and procedure in 
place to ensure that general KPI's are included in the IDP. 

Root cause 

Realistic targets are not set for performance measurement and this, in turn, is not linked to 
an effective performance reward system. The accounting officer/authority does not 
exercise oversight responsibility over financial reporting and internal control. Accounting 
officer and IDP manager did not ensure that the general KPI's are included in the IDP and 
annual performance report. 

Risk 

Non-compliance with section 43 of the Municipal Systems Act and section 9(l)(b) of the 
Municipal Planning and Performance Management Regulations. 

Recommendation 

The accounting officer and IDP manager should ensure that the General KPI's are included 
in the IDP and those policies and procedures to include general KPI's in the IDP are 
developed and implemented. 

Management Response 

Management take note of your findings and corrective actions will be taken. 

Name: LJ Bruwer 
Position: CFO 
Date: 2009/10/28 

Auditor's Response 

Management's response is noted and will be followed up during next year's audit. 
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5. AoPI: Performance Report included in Annual Report 
Audit finding 

The municipality's 2007/2008 annual performance report that was included in the annual 
report did not reflect the following requirements: 

• A comparison of the performance with targets set for and performances in the previous 
financial year; 

• Measures taken to improve performance; 

• No draft 2008/2009 annual report was available for inspection. 

Root cause 

Realistic targets are not set for performance measurement and this, in turn, is not linked to 
an effective performance reward system. The accounting officer does not exercise 
oversight responsibility over financial reporting and internal control. The accounting officer 
did not ensure that all the information required in terms of section 46 of the Municipal 
Systems Act, 32 of 2000, were included in the annual performance report. 

Risk 

Non compliance with section 46 of the Municipal Systems Act, 32 of 2000. 

Recommendation 

The accounting officer should exercise oversight responsibility over financial reporting and 
internal control to ensure that the requirements of section 46 of the Municipal Systems Act, 
32 of 2000 are adhere to. 

Management Response 

Management take note of your findings and corrective actions will be taken. 

Name: LJ Bruwer 
Position: CFO 
Date: 2009/10/28 

Auditor's Response 

Management's response is noted and will be followed up during next year's audit. 
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ANNEXURE B 


OTHER IMPORTANT MATTERS 
1. Property Register - Part B 
Audit finding 

During the audit it was found that the municipality does not have a Part B in their property 
register that specify properties that is subject to exemptions, rebates, phasing in of rates or 
exclusions as referred to in section 17(l)(a), (e), (g), (h) and (i) of section 23(1) of the Local 
Government Municipal Property Rates Act. 

Root cause 

Pertinent information is not identified, captured, used at all levels of the company and 
distributed in a form and time frame that support the achievement of financial reporting 
objectives. Management doesn't see to it that Part B is kept as specified in the Local 
Government Municipal Property Rates Act, section 23(1). 

Risk 

The Municipality's property register doesn't comply with the Local Government Municipal 
Property Rates Act, section 23(1). 

Recommendation 

Management must ensure that the property register be updated to include a Part B that 
specify properties that is subject to exemptions, rebates, phasing in of rates or exclusions 
as referred to in section 17(l)(a),(e),(g),(h) and (i) of the Local Government Municipal 
Property Rates Act, section 23(1). 

Management Response 

The properties that are subjected to exemptions rebates, phasing in are marked and levied 
on the debtor system. The reporting of the different rebates, etc. are still from the service 
provider and the report development will be available by the end of January 2010. 

Name: LJ Bruwer 
Position: CFO 
Date: 2009/11/10 

Auditor's Response 

Management response is noted and will be followed up during the next year's audit. 
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2. Credit control and debt collection policy not promulgated as a by-law 
Audit finding 

During the audit it was found that credit control and debt collection policy was not 
promulgated as a by-law. 

Root cause 

Policies related to reliable financial reporting are not established and communicated 
throughout the entity, and do not have corresponding procedures that result in 
management directives being carried out. The municipal manager did not ensure that the 
credit control and debt collection policy was promulgated as a by-law. 

Risk 

Non compliance with section 98 (1) of the Municipal Systems Act 

Recommendation 

The credit control and debt collection policy must be promulgated as a by-law as a priority 
of urgency. 

Management Response 

The draft by-law is completed and will be published and promulgated shortly. 

Name: LJ Bruwer 
Position: CFO 
Date: 2009/11/10 

Auditor's Response 

Management response is noted and will be followed up during next year's audit. 


20 



3. Allowances paid for essential motor scheme 
Audit finding 

Based on the audit procedures performed it was noted that deviations on the essential 
motor scheme for employees were not approved by the bargaining council. 

The following employees receive the allowance for a vehicle capacity higher than 1600cc: 



1800-2000CC 

Vehicles 

Allowance 

IGOOcc 

Irregular 



Received 

Allowance 

Expense 

W429 

MARRIES 

54,535.76 

38,534.99 

16,000.77 

129 

JC STEVENS 

55,772.66 

38,534.99 

17,237.67 

148 

T MOUTON 

5,252.11 

3,943.33 

1,308.78 

V002 

M ETZEBETH 

59,202.37 

38,534.99 

20,667.38 

221 

JJ VAN RHYN 

61,027.51 

38,534.99 

22,492.52 

023 

JCA NICHOLSON 

65,252.00 

38,534.99 

26,717.01 


TOTAL 

R301, 042.41 

R196,618.28 

R104,424.13 


Root cause 

Pertinent information is not identified, captured, used at all levels of the company and 
distributed in a form and time frame that support the achievement of financial reporting 
objectives. Non compliance of the bargaining council's regulations. The CFO did not 
monitor that the municipality comply with the regulations of the bargaining council. 

Risk 

Irregular expense of: 2005 - R8 458.60 

2006 - R136 069.44 

2007 - R161 063.35 

2008 - R282 852.89 

2009 - R104 424.13. 
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Recommendation 


Management should deal with the occurrence of irregular expenses in accordance with the 
section 32 of the MFMA. 

Management Response 

Irregular expenses of R104 424,13 were disclosed under note 45.3 in the financial 
statements. 

Name: LJ Bruwer 
Position: CFO 
Date: 2009/10/28 

Auditor's Response 

Management’s response is noted. The irregular expenses were disclosed in the financial 
statements under note 47.3. Will be followed up during next year's audit to determine if the 
irregular expenses were tabled at a council meeting to be condoned or written off. 
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4. Financial sustainability 
Audit finding 

During the analytical test performed on the average collection period of trade receivables it 
was found that debtors take 106 days to pay their accounts. It was also found that the 
average payment period for accounts payable is 26 days. 

Root cause 

Ongoing monitoring and supervision are not undertaken to enable management to 
determine whether internal control over financial reporting is present and functioning. 
There is non-compliance with debt collection policy. The Finance Unit: Revenue provides 
sufficient information to management to enforce the debt collection policy. Management did 
not effectively enforce the compliance of the debt collection policy. 

Risk 

The municipality can have the risk that it may not be able to pay their current 
liabilities timely due to a cash flow problem. 

Recommendation 

Management should implement measures to monitor the enforcement of the debt collection 
policy to improve payment by debtors. 

Management Response 

The debtor payment period was raised in the previous years and has already been funded 
out of reserves. The going concern is not a present year problem as the cash generated 
already increased over the reporting period. The Council also took some other actions after 
year end to help debtors to settle their accounts faster. 

Name: LJ Bruwer 
Position: CFO 
Date: 2009/11/10 

Auditor's Response 

Management response is noted and the indicators of financial sustainability will be followed 
up in the next audit. 
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5. Requisitions are not issued for bulk fuel purchases - Ebenhaeser 
Audit finding 

During walkthrough tests performed under inventories it was found that there were no 
requisitions for bulk fuel purchases in Ebenhaeser. 


Date 





Cheque 

Liters 

R 

30/03/2009 

BP 

Atlantic 

INV/367832 

- 

367832 

26829 

2000 

12,095.00 


Root cause 

Ongoing monitoring and supervision are not undertaken to enable management to 
determine whether internal control over financial reporting is present and functioning. No 
monitoring by Deputy Director Finance : Expenses on employees to comply with Purchases 
Policy. 

Risk 

Unauthorised expenditure. 

Recommendation 

Management should ensure that requisitions are issued for bulk fuel purchases in 
Ebenhaeser. 

Management Response 

A requisition was issued for this transaction. Attached is fuel requisition (no. 43511) for this 
purchase of fuel from BP Atlantic. It is not possible on the PROMIS system to capture an 
invoice if a requisition is not issued. 

Name: LJ Bruwer 
Position: CFO 
Date: 2009/10/28 

Auditor's Response 

Management's response and supporting documentation was inspected. The detail of 
the fuel requisition no. 43511 does not match the detail of the finding above. 
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6 . 


Housing Inventory - not all plots were in the name of Matzikama Municipality 
Audit finding 


A deed search was performed and it was found that the following housing inventories were 
not in the name of Matzikama Municipality: 


Erf 

Town 

Address 

1624 

VREDENDAL 

Wandelstraat/514 

1649 

VREDENDAL 

Wandelstraat/502 

1657 

VREDENDAL 

Trinitystraat/495 

1658 

VREDENDAL 

Trinitystraat/494 

1662 

VREDENDAL 

Trinitystraat/490 

1667 

VREDENDAL 

Trinitystraat/485 

1672 

VREDENDAL 

Trinitystraat/564 

1679 

VREDENDAL 

Trinitystraat/461 

1688 

VREDENDAL 

Bauermeisterstraat/552 

1700 

VREDENDAL 

Trinitystraat/452 

1702 

VREDENDAL 

Trinitystraat/450 

1705 

VREDENDAL 

Trinitystraat/447 

1706 

VREDENDAL 

Trinitystraat/446 

1710 

VREDENDAL 

Bauermeisterstraat/442 

1711 

VREDENDAL 

Bauermeisterstraat/441 

1712 

VREDENDAL 

Bauermeisterstraat/440 

1714 

VREDENDAL 

Bauermeisterstraat/438 

1721 

VREDENDAL 

Trinitystraat/582 

1722 

VREDENDAL 

Trinitystraat/581 

1723 

VREDENDAL 

Trinitystraat/580 

1727 

VREDENDAL 

Bauermeisterstraat/576 

1728 

VREDENDAL 

Bauermeisterstraat/575 

1733 

VREDENDAL 

Bauermeisterstraat/570 

1743 

VREDENDAL 

Bauermeisterstraat/433 

1750 

VREDENDAL 

Bauermeisterstraat/426 

1755 

VREDENDAL 

Tritinystraat/421 

1772 

VREDENDAL 

Crechestraat/404 
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Erf 

Town 

Address 

1777 

VREDENDAL 

Crechestraat/611 

1783 

VREDENDAL 

Crechestraat/605 

1797 

VREDENDAL 

Crechestraat/591 

2568 

VREDENDAL 

C 

rechestraat/659 

2578 

VREDENDAL 

Crechestraat/669 


Root cause 

Written procedures, authorisations, record keeping, management reviews and asset 
safeguards are not segregated to prevent fraudulent financial data and asset 
misappropriation. The Administrative Department did not develop procedures to monitor 
that all inventory is registered in the name of the municipality. The internal auditor also did 
not perform a review of the work done by the Administrative Department on a regular basis. 

Risk 

- No proof that inventory is the property of Matzikama Municipality. 

- Inventory could be overstated i.t.o. property of external persons being shown as property 
the municipality. 

- Loss of income i.t.o. property being sold by external persons when the property is actually 
that of the municipality. 

Recommendation 

Management should ensure the transfer of property to Matzikama Municipality. 

Management Response 

The council has applied to the Register of Deeds to supply them with a list of properties 
that are registered in its name and to reconcile the list with the fixed assets register and the 
list of properties. A list of properties that was registered in one of the previous municipalities 
have been compiled and a service provider to transfer all these properties in to the name of 
Matzikama Municipality have been appointed via the bid-adjudication committee on 5 
November 2008. 

Name: LJ Bruwer 
Position: CFO 
Date: 2009/11/11 

Auditor's Response 

Management's response is noted. Due to the fact that it is a recurring matter it will be 
followed up during next year's audit and put on the management report for their attention. 
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7. List of assets not in a working condition could not be supplied 
Audit finding 

During the audit it was found that a list of assets not in a working condition couldn't be 
supplied. 

Root cause 

Pertinent information is not identified, captured, used at all levels of the company and 
distributed in a form and time frame that support the achievement of financial reporting 
objectives. No list of assets not in a working condition could be obtained. The CFO did not 
implement controls to monitor whether assets are still in a working condition and when they 
are not in a working condition that they are removed from the fixed asset register. 

Risk 

Not all assets included in the asset register are in a working condition. 

Recommendation 

Management should supply a list of assets not in a working condition. 

Management Response 

At present there is not a list as an auction has not been planned yet 
Name: LJ Bruwer 
Position: CFO 
Date: 2009/11/10 

Auditor's Response 

It is recommended that management implement controls to remove assets not in a working 
condition from the fixed asset register to a separate list. 
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8. No monthly reconciliation was perform on assets 
Audit finding 

During the audit it was found that no monthly reconciliation was performed between the 
asset register and the general ledger and that a senior official reviewed these 
reconciliations. 

Root cause 

Ongoing monitoring and supervision are not undertaken to enable management to 
determine whether internal control over financial reporting is present and functioning. 
Management did not insure that monthly reconciliations of assets were performed. The 
CFO did not monitor that monthly reconciliations between the asset register and the 
general ledger were performed and that the reconciliations are reviewed by a senior 
official. 

Risk 

No proper control over asset expenses and accuracy over general ledger accounts. 

Recommendation 

Management should insure that a monthly reconciliation is performed between the asset 
register and the general ledger. 

Management Response 

At the moment the asset and financial systems are not integrated and the transfer of the 
information from the financial system to the asset system is done on an annual basis and 
reconciled. After the asset unbundling exercise the systems will be integrated and we agree 
that monthly reconciliations will then be needed. 

Name: LJ Bruwer 
Position: CFO 
Date: 2009/11/10 

Auditor's Response 

Management response accepted and will be followed up during next year's audit. 
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9. Asset count report not inspected by council 
Audit finding 

During the audit it was found that the council did not inspect the asset count reports for the 
financial year under review. 

Root cause 

Ongoing monitoring and supervision are not undertaken to enable management to 
determine whether internal control over financial reporting is present and functioning. 
Council did not inspect asset count reports. The Finance Department did not implement the 
necessary monitoring controls to see to it that council can inspect the asset count reports. 

Risk 

Accuracy and existence of assets are not properly monitored. 

Recommendation 

Asset count reports should be inspected by the council on a yearly basis. 

Management Response 

The asset count has not been presented to Council at this moment. The final asset count, 
etc will be reported to Council after the asset unbundling has been done. 

Name: LJ Bruwer 
Position: CFC 
Date: 2009/11/10 

Auditor's Response 

Management response is noted and will be followed up during next year's audit. 
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10. Applications for Indigent debtors 
Audit finding 

During the audit of the applications of indigent debtors it was found that the identity 
documents for the following applicant didn't accompany the application form. 


Debtor 

Account Nr 

Plot Nr. Town 

Date of 

application 

Petrus van Wyk 

536948 

Plot 

1691,Lutzville- 

Wes 

2 July 2008 


All the application forms and supporting documents that was selected for audit and that 
was requested for by the debtor's clerk from the officials at Vredendal (10 applications) and 
Vanrhynsdorp (5 applications) were not received in time. 

Root cause 

Policies related to reliable financial reporting are not established and communicated 
throughout the entity, and do not have corresponding procedures that result in 
management directives being carried out. No response to supply information for audit 
purposes. 

Risk 

Because the validity of the applications of indigent debtors couldn't be fully tested as 
selected it can be that debtor's are registered on the system for subsidy for services but do 
not necessarily qualifies. 

Recommendation 

Request that information be provided. 

Management Response 

The subsidy application was not approved because it was incomplete. 

Name: LJ Bruwer 
Position: CFO 
Date: 2009/11/10 

Auditor's Response 

Management response on the first part is accepted. The second part of the audit finding is 
still outstanding and accordingly no audit work could be done on those. 
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ANNEXURE C 


ADMINISTRATIVE MATTERS 
1. Internal control tests - cash and bank 
Audit finding 

During the internal control tests performed for cash and bank it was found that: 

- Head cashiers do not sign the reconciliation sheets completed by the cashiers as proof of 
review of deposits. 

Reconciliation sheet of GS Makatees in Lutzville dated 23/10/2008, R80 678.12, was not 
signed by the head cashier. 

- Reconciliation sheets do not agree to RS Reports. 

Reconciliation sheet of Andiswa Ntsinde in Vredendal was incomplete. Receipts for the day 
were R52 389.17, deposit R37 556.86 and reconciliation sheet R37 556.86. Difference of 
R14 832.31 is bank transfers not recorded on the reconciliation sheet. 

Root cause 

Ongoing monitoring and supervision are not undertaken to enable management to 
determine whether internal control over financial reporting is present and functioning. Non- 
compliance of Cash management and investment policies and procedures by employees. 
The CFO did not monitor that the cashiers comply with the Cash management and 
investment policies and procedures. 

Risk 

Receipts are not accurately and completely recorded. 

Recommendation 

- Head cashiers must sign reconciliation sheets as proof of review of deposits. 

- Cashiers must complete reconciliation sheets. 

Management Response 

According to our records the reconciliation sheet of GS Makatees was signed. 
Management will ensure that reconciliation sheets of the cashiers are fully completed in 
future. 

Name: LJ Bruwer 
Position: CFG 
Date: 2009/10/28 

Auditor's Response 

Management's response is noted and will be followed up during next year's audit. 
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Overtime in excess of 30% of gross income 
Audit finding 

During the audit of overtime worked by employees, it was found that: 

- Some employees worked more than 10 hours per week overtime. 

1) - some employees' overtime received is more than 30% of gross income. 

2) - on the following occasions there were no collective agreements but were paid Sunday 

overtime: 

J Nyman - 2 hours on 16/05/2009 

J De Boela - 2 hours on 08/05/2009 

- 2 hours on 15/05/2009 

- 2 hours on 22/05/2009 

- 2 hours on 29/05/2009 

2) - on the following occasions the hours on the collective agreements differ from PayDay: 

L Kolosi - May 2009 
K Kolosi - May 2009 
W Nieuwoudt - May 2009 

Root cause 

Human resource policies and practices have not been designed and are not implemented 
to facilitate effective recruitment, orientation, training, evaluation, compensation, disciplining 
and supervising of personnel. Shortage of skilled personnel in the technical and electrical 
department. The CFO did not monitor that the overtime worked by the employees comply 
with the Basic Conditions of Employment Act 75 of 1997. The CFO also did not monitor that 
the information for overtime on the Payday system agrees to the authorised overtime. 

Risk 

Non-compliance with section 10(l)(b) of the basic conditions of employment act 75 of 1997 

Recommendation 

The overtime worked must only be in exceptional cases and in emergencies as stipulated 
in the basic conditions of employment act. 

Management Response 

Due to vacancies in some posts, employees are required to work more than 10 hours 
overtime in emergency situations. These situations are situations like repairing of electricity 
supplies and water supplies. Service delivery to the community is a high priority of the 
municipality. Big electricity maintenance can only be performed over weekends when the 
power demand is on its lowest. 

Overtime is paid in accordance with the Basic Conditions Employment Act and collective 
agreements between SALGA and Employee Unions. 

At the end of a month the salary office received the authorised overtime for that specific 
month. The salary clerk then captures the overtime in the next month. The differences on 
the time sheets of May 2009 reflect on the Payday system of June 2009. Refer to attached 
documents. 

Name: LJ Bruwer 
Position: CFO 
Date: 2009/10/28 



Auditor's Response 


1) Management must ensure that all collective agreements are completed in future and that 
the correct overtime hours are captured on PayDay. 

2) The response noted from management but the printouts from PayDay only reflected the 
overtime paid for L Kolosi and K Kolosi. No answer received on W Nieuwoudt. 
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3. 


Inventory - Valuation and accuracy 
Audit finding 

During the audit of inventories it was found that: 

1 - The Value of water meters was calculated incorrectly. 


Value 

per 

stock 

listing 

Value 

per 

AFS 

Recalc 

ulated 

Value 

Differe 

nee 

R 63 

R 63 

R 63 

R 


2 - The opening balance of housing inventory did not agree to prior year working papers. 


Prior year balance 
as per AFS 

Opening 

balance 

W/p M3.14 

Difference 

R1 662 151.97 

R 1 664 541.48 

R 2 389.51 


Difference was found to be Journal Entry 3074 which was an adjustment for a credit card 
balance not previously documented recorded incorrectly in as correction of error for 
housing inventory. 

3 - Details for plot nr 2087 were incomplete in the housing inventory register. 

4 - Trinitystraat 564 was sold and agreed to substantive documentation. Trinitystraat 564 

was still in stock according to housing inventory. 

5 - The value of land for resale was calculated incorrectly. 


Value per register 
and general ledger 

Value per AFS 

Value Recalculated 

Difference 

R264 779.00 

R264 779.00 

R263 936.78 

R842.22 


6 - Supplier invoice was mathematically incorrect. 


Date 

Ref 

Supplier 

Recalculated 

(VAT 

inci) 

Per Attorney 
Statement 

Difference 

01/10/2008 

NK/mb/BAOl 

Downing & 

Engelbrecht 

R 31 728.00 

R33 107.00 

R1 379.00 
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7 - Input was claimed incorrectly by the municipality. 


Date 

Ref 

Supplier 

Input VAT 
recalculated 

Input VAT 
claimed 

Difference 

01/10/2008 

NK/mb/BAOl 

Downing & 

Engelbrecht 

R 3 528.00 

R 4 065.77 

R 537.77 


Root cause 

Incorrect values are used to calculate inventory values. 

Opening balances were not brought over correctly from prior year. 

Housing inventory register is not kept up to date. 

Housing inventory register is incomplete. 

Neglect from supplier to ensure that invoice is correct and accurate. 

No procedures in place to ensure that input VAT is correctly claimed. 

Risk 

Water meters inventory could be understated. 

Prior year balance as per financial statements could be understated. 

Value of land held for resale could be understated. 

Input VAT could be overstated. 

Non-compliance of the VAT Act. 

Recommendation 

Value of water meters inventory should be adjusted. 

Opening balance of housing inventory should be adjusted in the financial statements. 

Details for plot 2087 have been completed in the housing inventory register. 

Details for Trinitystraat 54 should be corrected in the housing inventory register. 

Value of land held for resale should be adjusted. 

Obtain a revised/new invoice from the supplier. 

Ensure that VAT is claimed on allowable expenses. 

Management Response 

Value of water meters 

12,5 % discount was not taken into consideration by you when you recalculated the 
valuation of the water meters. 

Opening balance housing inventory 

The corrective journal of R2 389,51 will be made in the financial statements. 

Details of plot not in inventory register 

The details of plot 2087 was included in the inventory register 

Trinity Street 564 

There are 2 Plots with the same address. Plot 1674 was sold and plot 1672 is still held as 
inventory. 

Valuation of land held for resale 

VAT on the invoice can be fully claimed i.t.o. the VAT Act. The deposit paid in respect of 
legal fees that will be incurred. 

Supplier invoice incorrect 

Supplier invoice did not disclose additional occupational rent paid. 

Input VAT incorrectly claimed 

Additional VAT is VAT on legal fees and occupational rent. VAT can be claimed on these 
expenses i.t.o. the VAT Act. 

Name: LJ Bruwer 
Position: CFO 
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Date: 2009/10/29 


Auditor's Response 

1 - Inspected and found that we did not take the 12.5% discount into consideration. No 

further actions needed. 

2 - The adjustment to the opening balance will be followed up when the final financial 

statements are received. 

3 - Management provides us with the information. No further actions needed. 

4 - Inspected and found that Trinity Street 564 was sub-divided into 2 plots. Plot 1672 was 

still in stock at year-end. No further actions needed. 

5 - Linked to steps 6 and 7. No further actions needed. 

6 - Inspected Downing & Engelbrecht invoice. It did not disclose the additional occupational 

rent. The total amount as per invoice was paid over. 

Difference identified was equal to one month's tariff as stipulated on the supplier 
invoice. No further actions needed. 

7 - Inspected VAT Act. VAT could be claimed on expenses. No further actions needed. 


36 



4. Housing inventory included in asset register 
Audit finding 

During the audit the following properties are listed as Housing inventory and are also 
included in the fixed asset register: 

PVE 2178 R1 180.92 
PVE 2188 R976.53 
PVE 2196 R976.53 
PVE 2261 R1 494.08 
PVE 2270 R1 494.08 

Root cause 

Pertinent information is not identified, captured, used at all levels of the company and 
distributed in a form and time frame that support the achievement of financial reporting 
objectives. No reconciliation is done between housing inventory and the fixed asset 
register. The CFO did not monitor that properties are included in both the housing inventory 
and the fixed asset register. 

Risk 

Inventory Housing is overstated with R6 122.14. 

Recommendation 

Management must make the necessary corrections. 

Management Response 

The 2008/2009 financial statements will be revised. Inventory Housing will be reduced with 
R6 122,14. 

Name: LJ Bruwer 
Position: CFO 
Date: 2009/11/11 

Auditor's Response 

Actions indicated by management that the 2008/2009 financial statements will be revised. 
Inventory Housing will be reduced with R6,122.14. Will be followed up when revised 
financial statements are received. 
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5. Creditor reconciliations not performed and reviewed 
Audit finding 

During the audit of creditors it was found that reconciliations are not performed for all 
creditors and no creditors' reconciliations were reviewed during the year. 

Root cause 

Ongoing monitoring and supervision are not undertaken to enable management to 
determine whether internal control over financial reporting is present and functioning. The 
assistant director of finance and expenses did not ensure that creditor reconciliations are 
performed for all payments made and reviewed creditor reconciliations. 

Risk 

All transactions are not recorded in the financial records. 

Recommendation 

Creditors' reconciliations that declare the difference between the balance on monthly 
statements and balance per creditors' ledger must be made before any payments are made 
to any creditors. The Assistant Director of Finance and Expenses must sign the creditors' 
reconciliations as proof that he reviewed the reconciliations. 

Management Response 

Creditors' reconciliations are performed monthly. Each transaction on supplier's 
statements is reconciled with each transaction captured in the creditors' ledger. (Refer to 
tick marks on monthly statements) Differences found are documented on the back of 
payment document. Where monthly statements are not issued by suppliers, invoices 
received are reconciled with invoices captured. Expenditure payments will not be approved 
by the Assistant Director Finance: Expenditure, Mr. JC Kotze, if the creditors' reconciliation 
is not performed. 

Name: LJ Bruwer 
Position: CFO 
Date: 2009/10/28 

Auditor's Response 

We agree that each transaction on suppliers statements is reconciled with each transaction 
captured in the creditors' ledger and that differences found between statement and 
payment are reconciled on the back of payment document, but due to the audit findings we 
don't agree that reconciliations are done properly. 
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6 . 


Cash received for prepaid electricity sales by vendors 
Audit finding 


Cash was not received timeously from the following vendors for sales of prepaid electricity 
sales as stipulated in their contracts: 



Vendor 

Date of 

Sale 

Date cash 
paid at 

cashier 

Days 

paid 

late 

Receipt Nr 

Shift 

Nr 

System 
unit Nr 

Prepaid 

vendor 

printed 

amount 

1 

8 Till Late 

13/07/2008 

28/07/2008 

15 

081807280009/10 

1599 

11022 

R4 145 

2 

Cash Store 

16/07/2008 

21/07/2008 

5 

064807210021 

890 

11029 

R355 

3 

Checkinn 

Vdrp 

09/08/2008 

21/08/2008 

12 

077808210021M 

1570 

11019 

R4 992 

1 

Checkinn 

Klawer 

21/09/2008 

23/09/2008 

2 

050809230033 

1381 

11015 

R8 893.10 

5 

Cash Store 

28/10/2008 

31/10/2008 

3 

081810310009 

1042 

11029 

R1 460 

6 

Low Price 
Store 

24/10/2008 

27/10/2008 

3 

077810270012 

1019 

11030 

R1 340 

7 

Checkinn 

Vdrp 

30/10/2008 

10/11/2008 

11 

077811100042 

1642 

11019 

R1 906 

8 

HC 

Supermark 

7/11/2008 

10/11/2008 

3 

093811100014 

2674 

11021 

R1 140 

9 

Hieso-Hieso 

13/12/2008 

15/12/2008 

2 

056812150008 

1736 

11027 

R3 940 

10 

HC 

Supermark 

5/12/2008 

8/12/2008 

3 

093812080017 

2727 

11021 

R2 205 

11 

Checkinn 

Klawer 

21/01/2009 

23/01/2009 

2 

050901230025 

1472 

11015 

R1 475 

12 

Checkinn 

Vdrp 

25/02/2009 

27/02/2009 

2 

077902270020 

1745 

11019 

R1 650 

13 

Lutzville 

Superette 

21/03/2009 

23/03/2009 

2 

056903230018 

2829 

11026 

R1 093 

14 

Lutzville 

Superette 

5/5/2009 

8/5/2009 

3 

092905080014 

2874 

11026 

R1 330 

15 

Lutzville 

Superette 

26/06/2009 

29/06/2009 

3 

056906290032 

2927 

11026 

R2 810 

16 

Lutzville 

Superette 

8/6/2009 

10/6/2009 

2 

056906100008 

2909 

11026 

R1 327 










































































































Root cause 


Directive, preventive and detective controls are not adequate and focused on achieving 
efficient resource usage and effectiveness, as measured by the extent to which specific 
control objectives are achieved. Management does not see to it that the prepaid electricity 
vendors comply with their obligation in their contracts. The Head of the Financial 
Department did not monitor that the prepaid electricity vendors paid the cash of electricity 
sales at the cashiers the next working day. 

Risk 

The controls or conditions in contracts that are implemented by management are not 
adhered to. This can cause that the pre-paid electricity vendors don't comply with their 
contracts. 

Recommendation 

Management must ensure that the prepaid electricity vendors comply with their obligation 
of paying the monies owed by them to the municipality the next working day according to 
their contracts. 

Management Response 

The contract with 8 Till Late was terminated. 

Check-inn Vanrhynsdorp is the only possible supplier of pre-paid electricity in Maskamsig. 
The vendor was instructed to make payments on time, after delays was noted by 
management. 

Sales can only be paid over to the municipality during office hours on weekdays. Therefore 
amounts received by vendors on Saturdays and Sundays are paid over on the next working 
day, as documented in contracts with vendors. 

Name: LJ Bruwer 
Position: CFO 
Date: 2009/10/28 

Auditor's Response 

The response from management is noted. 

Management states that as mentioned in the contracts the vendors must pay the cash for 
sales at the cashier the next working day. 
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The following vendors do not pay the cash of sales for pre-paid electricity at the cashier the 
next working day: 



Date of Sale 

Date cash 

paid at cashier 

Days 

paid 

late 

Receipt Nr 

9 

■ 

Prepaid 

vendor 

printed 

amount 

Cash Store 


BH 

5 


890 

11029 

R355 

Checkinn 

Klawer 

IHIH 

im 

2 

050809230033 

1381 

11015 

R8 893.10 

Cash Store 

H 

31/10/2008, 

Friday 

3 

081810310009 

1042 

11029 

R1 460 

Checkinn 

Klawer 


|deUi||UdiliU^H 

2 

050901230025 

1472 

11015 

R1 475 

Lutzville 

Superette 

5/5/2009, 

Tuesday 

8/5/2009, 

Friday 

3 

092905080014 

2874 

11026 

R1 330 

Lutzville 

Superette 

8/6/2009, 

Monday 


2 

056906100008 

2909 

11026 

R1 327 
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7. Rent of Byekorf Units 
Audit finding 

During the audit of the rent of byekorf units it was found that the application forms for the 
following current tenants couldn't be obtained: 


Tenant 

Account Nr 

Byekorf unit occupied 

K Smit 

138545 

4 

EE Haupt 

138859 

1 

RE Smith 

156287 

8 

Dorkas 

548446 

couldn't verify 

Matzikama Sweiswerker 

158929 

10 


The following tenants’ contracts couldn't be obtained and subsequently the rent agreed 
upon couldn't be verified: 




Byekorf unit 

occupied 

K Smit 

138545 

4 

Dorkas 

548446 

couldn't verify 


The following tenants' rents didn't escalate as it is provided for in their contracts: 


Tenant 

Account Nr 

Byekorf unit 
occupied 

Rent as per 
contract 

Rent on 

Promise 

EE Haupt 

138859 

1 

R 110 

R 110 

RE Smith 

156287 

8 

R 110 

R 110 


545082 

7 

R 110 

R 110 

J Cloete 

546128 

18 

R 110 

R 110 

Matzikama 

Munisipaliteit 

158929 

10 

R 110 

R 110 


Root cause 

Ongoing monitoring and supervision are not undertaken to enable management to 
determine whether internal control over financial reporting is present and functioning. The 
stipulations of the contracts were not applied by management. Documentation for the 
byekorf units kept on file is not complete. The Finance Department in conjunction with the 
Administration Department did not monitor that the application information and signed 
contracts of the tenants of the Byekorf Units are kept on file and that the information of the 
current tenants are updated on the Promis System timely. 

Risk 

The fact that the applications for byekorf units can't be obtained can bring the process of 
allocating the byekorf units to the tenants in doubt. The non-escalation in rent can be a 
loss of income to the municipality. 
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Recommendation 


Management must ensure that for every tenant a valid and signed contract is in place and 
that all application forms are kept on the tenants file. 

Management Response 

Proof of the applications and contracts were provided to the audit-team. 

Name: LJ Bruwer 
Position: CFO 
Date: 2009/11/10 

Auditor's Response 

The applications forms and contracts that were not found during the audit were provided 
and the validity of the tenants' occupancy of the byekorf unit could be verified. However the 
fact that the rent didn't escalate after the first year as per the contract was addressed by 
management that the tenants' contracts expired and they didn't renew it. The problem then 
is that rent is still levied to the tenants' accounts when there is not a contract between the 
municipality and the tenant anymore. 
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8. VAT Reasonability Test 
Audit finding 

The following material differences were identified during the reasonability test performed on 
VAT: 



Standard 

Rate 

Zero 

Rate 

Exempt 

Output 

VAT 

Revenue as per AFS 

R57,499,406.00 

R100,653,305.00 

- 

R8, 049, 916, 84 

Declared on VAT 201 
return 

R52,695,399.11 

R24,755,145.00 

R3, 029, 691. 00 

R7, 377, 355. 89 

Difference 

R4, 804, 006. 89 

R75,898,160.00 

(R3, 029, 691. 00) 

R672,560.95 



Input 

VAT 

Expenditure as per AFS 

R15,931,670.86 

Claimed on VAT 201 returns 

R13,721,206.54 

Difference 

R2, 210,464.32 


Root cause 

Ongoing monitoring and supervision are not undertaken to enable management to 
determine whether internal control over financial reporting is present and functioning. VAT 
201 returns were not reviewed by senior management. The CFO did not monitor that the 
VAT 201 returns are accurately and completely completed. 

Risk 

VAT Receivable could be understated by R1 537 903.37 

Recommendation 

Management comments please. 

Management Response 
Output VAT Reconciliation 

The municipality is registered for VAT on the cash flow-basis and not the invoice-basis. 
Your reconciliation was prepared on the invoice-basis. 

Grants received were previously not declared on VAT - returns as zero-rated supplies. 

From November 2008 (After the previous audit) grants received is declared as zero-rated 
supplies. A correction will be made on the November 2009 VAT - return to declare all 
previous zero-rated supplies not declared. 

Input VAT Reconciliation 

Input VAT cannot be claimed on all expenses in your reconciliation. For example, included 
under repairs and maintenance is fuel purchases on which no input VAT can be claimed. 
Input VAT can only be claimed by the municipality if the expenditure will result into a 
taxable supply in future for the municipality. 

Name: LJ Bruwer 
Position: CFO 
Date: 2009/11/10 
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Auditor's Response 

We agree with the management response and the completeness of the VAT returns will be 
followed up in the next audit. 
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9 . 


VAT - Grants Received 


Audit finding 

During the audit on VAT for Grants Received the following was identified: 


Grants and Subsidies Received per AFS 

R76,633,540.00 

Zero-rate supplies declared on VAT 201 
returns 

R27,784,836.00 

Difference 

R48, 848, 704.00 


Root cause 

Ongoing monitoring and supervision are not undertaken to enable management to 
determine whether internal control over financial reporting is present and functioning. 
Grants and subsidies received are processed to a bank transfer suspense account when 
money is deposited into the municipality's bank account. No receipts were issued for grants 
received during the year under review. The CFO did not monitor that the VAT 201 returns 
are accurately and completely completed to comply with the VAT Act. 

Risk 

Non-compliance of the VAT Act. 

Recommendation 

Grants and subsidies received should be declared on the VAT 201 returns as zero-rated 
supplies. 

Management Response 

Your reconciliation includes amounts that are not zero-rated supplies. Included under Other 
Income is an amount of R4 413 879 which is VAT (according to circular 48) that is 
recognized as other income. Interest received of R 3 098 215 is an exempt supply and not 
zero-rated supplies. The remaining difference of R41 336 610 will be declared as zero- 
rated supplies on the November 2009 VAT - return. 

Name: LJ Bruwer 
Position: CFO 
Date: 2009/11/10 

Auditor's Response 

Management response is noted. Declaration of zero-rated supplies will be follow up in next 
year audit 
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10. Declaration of interest not signed by councilors 
Audit finding 

During the audit it was found that the following councilors did not submit their Declaration of 
interest forms: 


Councilor 

Declaration of interest from 

received and put on file 

P Bok 

Yes 

R Jonck 

Yes 

D Jenner 

Yes 

J Kriel 

Yes 

1 Julies 

No 

G van Wyk 

Yes 

D Goedeman 

Yes 

D Scholtz 

No 

M Cornelius 

Yes 

S Beukes 

No 

L Januarie 

Yes 

M Witbooi 

No 

W Loff 

Yes 


This finding was also reported in the previous year. 

Root cause 

Ongoing monitoring and supervision are not undertaken to enable management to 
determine whether internal control over financial reporting is present and functioning. It is 
the responsibility of the Administrative Department to ensure that all councilors declarations 
are kept in the correct format. 

Risk 

The councilors could be a partner to transactions approved by the council. Non compliance 
with section 5 of the Municipal Systems Act. 

Recommendation 

Management must ensure that the declaration of interest for the year under review 
is obtained from the above-mentioned councilors. 

Management Response 

The signed declarations of the four (4) councilors are available for inspection. 

Name: LJ Bruwer 
Position: CFO 
Date: 2009/10/28 

Auditor's Response 

The response from management is noted and declarations were inspected. According to a 
councilors decision all declarations on the new format were received except for councilor 
Scholtz. 


47 


